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General Business Conditions 


HE business reports have continued 
favorable. Most indexes of trade and 
industrial activity in May, —e 
preliminary figures, matched or bet- 
tered April totals, which is equivalent 
to saying that the recovery has carried business 
into all-time high t ppoman April set new records 
in retail sales and construction (seasonally ad- 
justed), and employment was the highest ever 
reached in that month. The Federal Reserve 
Board's industrial production index, at 136 (1947- 
49 — 100), was only 1 point below the 1953 peak. 
Probably this gap was closed in May, and if that 
proves to be the case all of the more important 
and inclusive measures of economic activity will 
have regained or exceeded their previous highs. 


Even without being spurred by war or infla- 
tion, which have accompanied the major, busi- 
ness upswings in the past two decades, the econ- 
omy in 1955 appears to be headed for its biggest 
year. The gains in the past nine months have 
been real and not illusory, for both wholesale 
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and consumer prices on the average have main- 
tained the same remarkable stability that they 
did during the downturn. Nor do the gains rep- 
resent inventory accumulation, for there has 
ras to date except in automobile dealers’ 
stoc. 


As business has turned in record-breaking 
performances, a sense of confidence and pros- 
perity has grown. Despite talk of “soft spots”, 
misgivings about the second half of the year 
have diminished. Probably it is a good thing 
that they have not disappeared entirely. With 
business moving into new high ground, it is 
always difficult to avoid crossing the nebulous 
line between confidence and over-confidence, 
between large-scale spending by business and 
consumers and over-extension of credit, and be- 
tween a sound expansion and a short-lived boom. 
The likelihood that the pace of expansion will 

.Slow in the second half-year does much to pre- 

‘sBerve the caution which moderates over-opti- 
sas and which has served the economy so well 
ifi/recent years. 


, y On the industrial front the advance has been 


airly general. Nondurable goods production in 


' April exceeded its May 1958 peak for the first 


time. Minerals output, after reaching a new all- 
time high, has eased slightly with curtailment 
of crude petroleum production. Durable goods 
output continues to advance strongly, and in 
April was within 4 per cent of its peak during 
the Korean war. 
In the week ended May 15, steel mills finally 
sed the weekly production record set in 
1953; operating at 97.2 per cent of capacity, they 
turned out 2,345,000 tons of steel. Steel officials 
felt at the start of this year that the industry's 
over-all —— of 125.8 million tons a year: 
might not have to be boosted appreciably for ; 
several years. However, the inflow of orders and 
pressure for deliveries have been so persistent 
that plans are shaping up for another round of 
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steel mill expansion. In such fashion, through- 
out the economy, rising activity is stimulating 
increased investment and paving the way for 
still further advances. 


How Soft Are the “Soft Spots’? 


Discussions of the second half of 1955 and 
beyond have paid a good deal of attention to 
so-called soft spots in the economy. These in- 
clude declining farm incomes, the coming down- 
turn in automobile sales and possibly also in 
housing, the rapid expansion of consumer debt, 
and the failure of employment to keep pace 
with production. All are legitimate causes of 
concern, providing sound reasons for expecting 
moderation of the upswing, and it is good to 
keep them in mind to offset the optimism gen- 
erated by other aspects of the economy. Yet at 
the moment, none of these weaknesses appears 
sufficiently strong to cast gloom over the pros- 
pects for the second half-year. 


Agriculture has not responded to the recovery 
in other sectors of the economy, and the best 
guess is that net receipts from farming this year 
will be about 5 per cent lower than last. But 
each year the farm income is spread around 
among a smaller number of farmers. On a per 
capita basis, this year’s farm income should not 
differ greatly from the 1953 and 1954 levels. 
Even more encouraging is the surprisingly strong 
demand for farm implements which has filled 
the order books of the manufacturers, and the 
favorable retail sales reports from farm areas. 
Such developments indicate that the farmers 
who do the bulk of buying and investing (and 
hence have the greatest influence on the general 
economy) are in good shape, although those 
farther down the ladder may be feeling the 
pinch. 

Undoubtedly automobile output will drop in 
the second half. Scheduled passenger car pro- 
duction for the third quarter is about 20 per cent 
below the second quarter, according to Ward’s 
Automotive Reports. Some think the curtail- 
ment must be greater, even if there is no pro- 
longed strike. Production cutbacks will reflect 
model changeover activity, starting in July and 
August for some makes, and the need to let 
dealers work off their record inventories of 1955 
models (680,000 on April 30) before the new 
models come out. New car stocks were still in 
line with the high sales through early May, but 
a summer lull in sales could quickly make them 
oppressive. However, it is important to remem- 
ber that the decline is a seasonal phenomenon, 
and that activity in the industry as a whole and 
among its suppliers does not ordinarily contract 


and expand nearly as much as assembly sched- 
ules do. 

The number of new dwelling units started 
in April was the highest for any month in nearly 
four years. Officials of the Federal Housing 
Authority are watching the real estate situation 
carefully, locality by locality. In May they an- 
nounced that they had temporarily stopped issu- 
ing commitments for “speculative” home build- 
ing in 26 areas to avoid local housing surpluses. 
At the same time, Housing Administrator Cole 
emphasized that home construction could be 
maintained at the present rate of 1.8 million 
units a year for “a considerable period” without 
reaching the saturation point. It is worth noting 
that the Mortgage Bankers Association of Amer- 
ica recently reported that delinquencies on mort- 
gage debt during the first quarter of 1955 were 


the lowest on record. 


Employment on the Rise 


The argument that employment has lagged 
unreasonably during the recovery lost much of 
its force last month when the Bureau of the Cen- 
sus reported that total employment in April was 
1.1 million greater than a year earlier and the 
highest for any April on record. Unemployment 
dropped to 2,962,000, about half a million less 
than in April 1954. An increasingly large pro- 
portion of the unemployed are housewives, stu- 
dents, and other recent entrants into the labor 
force, presumably attracted by improved busi- 
ness conditions. 


Factory employment also picked up slightly 
in April; the rise was significant because in 
seven of the previous eight years the number 
of factory workers dropped sharply between 
March and April. Nevertheless, the view that 
unemployment is much too great, and that the 
Government should do something about it, is 
still heard. In a speech on May 18 Governor 
Harriman of New York declared: 

While industrial production has returned to the levels 
of 1953, this is not true of the number of jobs. In our 
country as a whole, in manufacturing, there are over a 
million fewer people working now than there were two 
years ago even though our population is  foing up. Un- 
— is much higher than we would like it to be 
—in the nation and in New York State. 

The excellent progress made by the economy 
to date is good reason for advocating patience. 
While not all factory workers have regained 
their old jobs, over-all employment opportuni- 
ties now exceed those of two years ago, as noted 
earlier. The pace of recovery in the past nine 
months has exceeded most expectations, and by 
all signs it has further to go. The evidence indi- 
cates that there is a rapid turnover among the 
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statistically unemployed, that many are people 
who drift in and out of the labor force, waiting 
to take jobs of a certain kind rather than anxi- 
ous for anything they can get, and that the 
“hard core” of persistent, distressed unemploy- 
ment is small and localized. Resort to heavy 
government deficits, excessively easy monetary 
policies, or other inflationary devices, for the 
purpose of creating a million more jobs, would 
be irresponsible. The dose would have to be 
massive and the effect on employment would 
be doubtful, but the legacy of inflationary evils 
and instability, inherent in building a boom on 
top of the boom, would be inescapable. For- 
tunately, pressure for such measures has dimin- 


ished. 


Indeed, it would be ground for more serious 
concern if employment had kept pace with pro- 
duction — if the number of factory workers and 
the hours they worked were back to their 1953 
peaks. Such a development would indicate 
that no gain in productive efficiency had been 
made in the past two years. The fact that fewer 
men working fewer te can produce essen- 
tially the same volume of goods as in 1953 is 
scarcely cause for lamentation. These gains in 
productivity are what make possible higher real 
wages and higher living standards, as well as 
providing business with funds to invest for fu- 
ture growth and broader employment oppor- 
tunities for all. 


Credit Developments 








The market for loan funds has been visibly 
tightening under the force of the almost insati- 
able demands of the mortgage market, rising 
corporation needs for funds to cover increased 
working capital requirements and enlarged plant 
and equipment programs, borrowings of con- 
sumers to help pay for their record purchases 
of cars and appliances, rising demands for funds 
from security brokers and dealers to finance 
bond inventories and stocks held on margin by 
their customers, and continuous borrowing by 
States and municipalities for public projects. 
Rates are tending to firm and borrowers are find- 
ing lenders less eager to increase their loans 
and inclined to be more selective and to tighten 
up on terms extended. This is a natural and 
wholesome development since free and easy 
expansion of credit at a time when there is so 
little slack in the economy constitutes an invi- 
tation to the spiral of inflation. 

Public debt operations of the U. S. Treasury, 
along with some temporary purchases of gov- 
ernment securities in the open market by the 
Federal Reserve Banks, created an interlude of 


easy money during May, depressing Treasury 
bill yields but not affecting the fundamental 
trend toward firmness. The Treasury financing 
consisted of a cash and exchange offering of 15- 
month 2 per cent notes, dated May 17 and due 
August 15, 1956. The new notes were offered 
in exchange for $3.9 billion 1% per cent cer- 
tificates due May 17, and also for cash subscrip- 
tion in the amount of $2.5 billion to raise funds 
to redeem maturities of non-marketable 2.47 per 
cent two-year Savings notes. 

By a curious piece of bad luck, the Treasury 
announced its terms on April 26, just as unex- 
pectedly good personal income tax collections 
were draining funds from the banks and creating 
an unsettling degree of tension in the money 
market. The omission from the refunding of an 
offer of one-year certificates, desired particularly 
by corporations and foreign central banks, also 
contributed to a disappointing result. Holders 
of $700 million of the maturing certificates chose 
to take cash at maturity. The cash offering, 
however, was comfortably oversubscribed and 
more than enough money was raised to take 
care of the redemption of Savings notes and un- 
exchanged certificates. The new 2 per cent notes 
narrowly held a par level during the second 
half of May. 

The Federal Reserve, by purchases of Treas- 
ury bills in the open market, acted to relieve 
the unexpected pinch on the banks, building 
up free excess reserves beyond $400 million dur- 
ing the middle two weeks of May. These pur- 
chases were reversed later in the month, excess 
reserves dropped back, and bank borrowing 
from the Federal Reserve increased. For the 
month as a whole, however, bank borrowings 
averaged lower than in April. Under the influ- 
ence of Federal Reserve transactions and de- 
mands from holders of matured certificates and 
Savings notes, Treasury bill yields declined from 
an average of 1% per cent in April to below 1% 
per cent in May. 


Bond Market 

While corporate bond yields visibly tended 
to work toward higher levels during the second 
half of May, the general feature of bond yields 
has been stability following the advances which 
ran from August through February or March. 
This is surprising in the face of loan demands 
so heavy as to require banks to sell bonds, not 
in great amounts but more or less continuously. 
The May respite of easy money gave support to 
stability in the bond market though other forces 
also helped. 

The level and behavior of the stock market 
has aided the bond market. The comparatively 
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high level of stock prices has encouraged more 
financing by stock fand convertible debenture) 
issues. And the narrowed spread between yields 
on bonds and stocks has led individuals and per- 
sonal trust funds to shift from stocks to tax 
exempt bonds, and pension trusts to apply buy- 
ing power in the government and corporate bond 
markets rather than in stocks. It is through such 
channels that the markets interplay, communi- 
cate forces of ease and tension, and modify the 
shares of investment funds coursing into various 
uses in accordance with the comparative strength 
of demand and appraisals of ris 


Disposing of Farm Surpluses 


As discussed here last month, high rigid price 
supports have led to a huge accumulation of farm 
surpluses in government hands. The latest re- 
port of the Commodity Credit Corporation, as 
of March 31, shows a total investment of $7.3 
billion in farm commodities (inventory plus out- 
standing loans), only slightly below the record 
high of $7.4 billion a month earlier. Since the 
Government usually disposes of some of its 
stocks between crops, further small declines in 
the CCC’s investment appear likely during late 
spring and early summer. 


However, the CCC investment in farm prod- 
ucts is expected to reach a new all-time high 
after the 1955 harvest. The loss of production 
due to severe acreage curbs this year on several 
crops, such as wheat, cotton, and rice, will be 
largely offset by planting diverted acres to un- 
restricted crops. Given favorable weather, this 
means another bumper harvest. The Depart- 
ment of Agriculture reportedly will request the 
Congress to boost the CCC borrowing authority 
from its present limit of $10 billion to $12 bil- 
lion. Without such action, the CCC during the 
coming year might be unable to carry out price 
support commitments authorized by present law. 





Price Supports Expensive 


During the first nine months ended March 31 
of the current fiscal year the CCC incurred net 
losses of $507 million, already well above the 
previous record of $419 million in all of fiscal 
‘54. Storage charges, which rise sharply as the 
CCC takes title to defaulted commodities, and 
which are now running around $1 million per 
day, are a leading cause of these heavy losses. 
The CCC sustains losses—in addition to sales 
of products below their cost of acquisition — 
through deterioration of stocks, charges for pro- 
cessing items to be sold or given away, and sell- 
ing and buying costs. 





Inasmuch as our farm population comprises 
only about one-eighth of faim Secretary of 
Agriculture Benson fears possible resentment 
against the piling up of surpluses and costly sup- 
port programs by consumers and other groups 
who, along with farmers themselves, are financ- 
ing the CCC through payment of taxes. The 
Secretary and his staff, although making strenu- 
ous efforts, have found the disposal of surplus 
farm products to be a slow, frustrating process. 
Despite new legislation to Nowy exports, and 
assistance from the President’s National Agri- 
cultural Advisory Commission, numerous com- 
modity advisory committees, and other con- 
sultants, the disposal of government surpluses 
has run behind acquisitions, as evidenced by 
the increase of over $1 billion in the CCC in- 
vestment during the past year. 


Difficult to Sell CCC Stocks Domestically 


CCC surplus farm products, under the law, 
generally cannot be sold in domestic markets 
for less than 5 per cent above their current sup- 
port prices plus reasonable carrying charges. 
Exceptions are made for stocks in danger of 
deterioration, or for emergency conditions, ‘such 
as droughts and floods. But since most products 
are selling below their respective supports, and 
current production is more than enough for 
immediate needs, there is little chance for do- 
mestic sales of CCC surpluses. 


In any case, domestic disposal of surpluses 
creates continual headaches for government of- 
ficials. When the CCC a year ago began selling 
its stocks of nonfat dried milk for use in animal 
and poultry feeds, processors of whey products 
and dried buttermilk immediately protested that 
their loss of markets would have an adverse 
effect on prices they could pay to producers of 
milk and butterfat. The resulting pressure led 
to a price support program for whey. Thus the 
CCC today has stocks of dried and condensed 
whey to dispose of along with its many other 
surpluses. 


From time to time the CCC sells in domestic 
markets considerable corn in danger of spoilage. 
Such sales, while sound practice, are protested 
because of their copes effect on market 
prices. Also, much-dis programs over the 
past two years for domestic disposal of butter 
at cut prices were shelved because of protests 
from producers of competing products, such as 
margarine and edible — e oils, as well as 
from butter producers themselves who feared 
depressed prices for their current production. 
Therefore, CCC domestic disposals have been 
confined largely to making donations of food 
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products through school lunch programs and to 
public and private welfare organizations. While 
costly, such donations are preferable to outright 
destruction such as occurred several years ago 
when the Government burned surplus potatoes. 


Foreign Disposal Programs 

Because of the difficulties involved in domes- 
tic disposal, it was natural for both the Admin- 
istration and the Congress to look to foreign 
outlets, particularly since export sales of CCC 
stocks are permitted at below support prices. 
Along with trade missions to Europe, Asia, and 
Latin America to seek new markets for farm 
surpluses, the Congress passed the Agricultural 
Trade Development and Assistance Act of 1954, 
signed by the President last July 10. 


Title I of that Act, administered by the De- 
partment of Agriculture, provides for the export 
sale of $700 million of surplus products over a 
period of three years in exchange for the local 
currencies. Currencies received for surpluses are 
being used for such purposes as agricultural 
market development, strategic material pur- 
chases, and the meeting of foreign obligations 
of our Government. Sales amounting to $226 
million were made under this program to May 24 
and others are under negotiation. Since actual 
sales are already about one-third of the total au- 
thorized, there has been some agitation in the 
Congress to increase the limit. 


Title II of that Act, administered by the For- 
eign Operations Administration, authorizes up 
to $300 million for relief assistance to “friendly 
but needy populations without regard to the 
friendliness of their government”. Although the 
Attorney General has ruled that present law for- 
bids the sale or barter of surplus products ‘o 
Russia and her satellites, it was on the basis 
of Title II that the President last year gave 
large quantities of foodstuffs to Hungary and 
other Iron Curtain countries to relieve distress 
due to floods there. 


The last detailed report indicated that grants 
valued at $125 million have been made or ar- 
ranged under Title II. During this fiscal year 
another $157 million of dairy products and other 
surplus items has been donated for relief of 
needy persons abroad under provisions of other 
programs. Also, the Department of Agriculture 
reported on May 20 that in the period July 1, ’54 
through April 30, ‘55, barter contracts were 
negotiated = the CCC calling for disposition 
in foreign markets of agricultural commodities 
valued at $211 million. Items received in return 


. include fertilizer, raw silk, and strategic and criti- 


cal metals and other materials. Most of these ma- 


terials involve less risk of loss through deteri- 
oration and lower storage charges than the 
exchanged farm products. In addition to the 
above, the Foreign Operations Administration 
was directed to use no less than $350 million 
from its 1954-55 appropriations to finance the 
export and sale of farm surpluses for foreign 
currencies. 


While the intent has been to sell abroad with- 
out demoralizing world markets, interfering 
with normal exports, and alienating friendly na- 
tions, our surplus ae en programs have been 
severely criticized both here and abroad for do- 
ing these very things. 

When the United States last October disclosed 
its intentions to export surplus rice to needy 
Asiatic countries to help combat Communism, 
rice-producing nations in that region were 
alarmed. A Burmese Cabinet Minister, mindful 
of Burma’s large accumulation of unsold rice, 
branded the United States surplus disposal plan 
as a “kiss of death” to his country. “Dumping 
of American rice in Asia will force us to go to 
(Communist) China on our knees”, he declared. 
“We will have to depend upon China for our 
rice market and this will naturally tie our econ- 
omy to Red China”. 


Export Butter Sales Evoke Protests 


Last January, when the United States offered 
to sell butter for export on a competitive bid 
basis, several butter-producing nations, such as 
Denmark, the Netherlands, New Zealand, and 
Australia expressed concern that their traditional 
markets would be upset. William Marshall, 
chairman of the New Zealand Dairy Products 
Marketing Commission, labeled the U.S. offers 
as “pure and unadulterated dumping of sur- 
pluses . . . the most serious proposal emanat- 
ing from the United States since it has had this 
surplus problem.” 

There is some hope that the United States 
may develop markets for “ghee” in India, Paki- 
stan, Burma, and other Far Eastern countries. 
This product, which has been in short supply 
for many years, is made by melting butter, cool- 
ing it, and pouring off the liquid “ghee”. Since 
CCC acquisitions of butter have averaged over 
60 cents a pound and it costs 4 cents a pound to 
convert butter into ghee, such a venture would 
entail heavy monary losses. At best, people 
in needy nations could afford to pay only a por- 
tion of the cost. However, such a poe: would 
remove Russia and her satellites from considera- 
tion as possible outlets for American butter. 
More important, it presumably would create 
new markets and make other producing nations 





less apprehensive over the possible dumping 
of surplus U.S. butter in world markets. 


High Supports Impede Trade 

At the Geneva conference this year to revise 
the 34-nation General Agreement on Tariffs and 
Trade (GATT), U.S. requests that member na- 
tions end quantitative restrictions on imports — 
particularly the discrimination against goods 
bought with dollars—caused delegates from 
other countries to point to U.S. import quotas 
on farm products as a case of the pot calling the 
kettle black. 


Whenever U.S. representatives pleaded for 
tighter regulations to reduce or eliminate the 
disruptive effect of governmental buying and 
selling of raw materials and manufactured prod- 
ucts, other countries cited U.S. sales of butter 
and grain from CCC stocks. The president of 
Australia’s National Farmers Union was quoted 
by a Geneva newspaper: “By her irresponsible 
disposal of agricultural luses, the U.S. is 
flagrantly breaking the spirit of GATT”. Even 
more terse, the Manchester (England) Guardian 
pictured the United States as asking GATT for 
“legal permission to live in a state of sin”. 


In an attempt to soften concern about pos- 
sible dumping, the U.S. informed other GATT 
members that she was prepared to accept limits 
on her freedom to subsidize_exports of farm 
products. While this was the first time in his- 
tory the U.S. agreed to limitations of this kind, 
smaller countries, still fearful of competing with 
the U.S. Treasury in a subsidy war, apparently 
are skeptical. 


Pressure For Export Subsidies 

Early last January, a majority of the House 
Appropriations Committee recommended that 
the U.S. openly dispose of farm surpluses by 
pushing them into foreign markets—in other 
words, get rid of the “hangover” as soon as pos- 
sible. At the same time, the Committee charged 
the CCC with “failure to discharge its responsi- 
bility —to sell its commodities competitively in 
world markets.” 

This recommendation which, if followed, un- 
doubtedly would cause a sharp break in world 
prices of products concerned, came at the very 
time that U.S. delegates at the GATT Confer- 
ence were trying to convince other nations that 
we would not dump surpluses in world markets. 
Later, the U.S. delegation was further em- 
barrassed by various two-price proposals for 
wheat, cotton, and rice. Generally speaking, 
these schemes would give U.S. farmers 
parity for products sold for use in domestic mar- 
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kets with the remainder sold in world markets 
at prevailing competitive prices. 

In recent weeks, Secretary Benson has been 
under pressure to sell CCC-owned cotton abroad 
at cut prices, having been so urged by 54 USS. 
Senators, a substantial Senate majority. While 
the Secretary has ruled out a subsidy for the 
current season, he has said nothing about fu- 
ture policy. 

Undoubtedly Secretary Benson is as desirous 
as anyone of seeing our cotton surplus reduced 
to a manageable level. He knows also that the 
State Department opposes any export subsidy 
that might injure friendly rival cotton-produc- 
ing countries, like Brazil, Mexico, Turkey, Egypt, 
Pakistan, and others. 

Until his decision is announced, buyers of U.S. 
cotton will probably maintain the current hand- 
to-mouth policy which has prevailed since agi- 
tation for the subsidy began. Whereas U.S. 
cotton exports early in January were running 
about one-fourth higher, they are now only 
slightly above a year ago. 

While growers and ginners favor cotton ex- 
port subsidies to push annual exports over 5 
million bales to “help ward off further expansion 
of cotton production in foreign countries”, 
manufacturers of cotton goods are just as firmly 
opposed. Robert C. Jackson, executive vice- 
president of the American Cotton Manufacturers 
Institute last winter told a Senate sub-commit- 
tee on disposal of surplus farm products that 
the cotton textile industry was in a state of 
“near panic” because of a two-year price de- 
pression and the continued flow into the United 
States of foreign textiles, mainly from Japan. 
“The industry” he said, “looks with fear and 
trembling at any proposal to let foreign mills 
have American cotton at prices lower than the 
domestic mills pay. Obviously, it would in- 
crease sharply the existing competitive disad- 
vantage faced by the domestic industry.” 

The United States for several years has sub- 
sidized wheat exports through sales under the 
International Wheat Agreement at prices sub- 
stantially below both market and domestic sup- 
ports. Also, considerable wheat has been sold 
for dollars on the same basis to countries out- 
side the IWA and to member import nations 
whose quotas were filled. More recently, this 
country has aggressively pushed wheat sales for 
foreign currencies, and made some donations to 
friendly foreign populations under the terms of 
legislation previously mentioned. Some wheat 
also has been bartered for strategic commodities. 

In this connection, Clarence D. Howe, Min- 
ister of Trade and Commerce for Canada, re- 
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cently declared that his country, while holding 
its own in principal world markets, was losing 
smaller markets, such as Norway and Israel, to 
the United States. _He went on to say: 


In addition to this surplus disposal program which 
cannot be regarded in yé way as ordinary commercial 
t 


transactions, the United States during the present crop 
year has increased its export subsidies in order to effect 
sales . . . the surplus disposal programs of the United 
States are being pressed to the point where, in our opin- 
<7 are having a disturbing effect upon commercial 
markets. 


The purpose behind the surplus disposal efforts of the 
United States is to increase consumption in areas that 
cannot afford to buy wheat. Canada has no quarrel with 
that principle. It is doubtful, however, whether any- 
thing is gained and certainly much is lost if lus 
disposal programs are pushed to the point where they 
destroy normal trading relationships. 


Statement by the American Assembly 

This experience with the difficulties of sur- 
plus crop disposal demonstrates the futility of 
trying to cope with the farm problem by treat- 
ing effects rather than causes. The latter lie in 
the policies that have built up the surpluses in 
the first place— most notably the high, rigid 
price support program that has encouraged over- 
production. 

Last month the U.S. House of Representatives 
voted by a narrow margin to restore that pro- 
gram in place of the flexible price supports 
adopted by the Agricultural Act of 1954. In view 
of that action, it is refreshing to note the find- 
ings of participants in the Seventh American 
Assembly on “United States Agriculture: Per- 
spectives and Prospects” held last month at 
Arden House, Harriman, New York. This group 
composed of about 60 leaders from industry, 
labor, education, government, and agriculture, 
generally agreed, among other things, that too 
much reliance has been placed on the part 
which price supports and production controls 
can play in solving the long-range economic 
problems of agriculture. Specifically, it was 
noted that wheat, which has been highly sup- 
ported and controlled, offers the most serious 
adjustment problem. On the other hand, pro- 
ducers of various other commodities — such as 
beef cattle, poultry, fruits, and vegetables — 
without mandatory price supports have made 
rather rapid adjustments in production and have 
avoided some of the difficulties encountered by 
producers of supported commodities. 

The group also stated that the need always 
exists for a rule of reason in dealing with other 
countries, and that the greatest gain for the 
people of the United States is in the fostering 
and promoting of economic development in 
other countries, who will in turn become better 


customers and suppliers as well as stronger part- 
ners in the free world. While aggressive sell- 
ing and the developing of satisfied customers 
are essential, the Assembly frowned on export 
dumping practices which can cause havoc in 
the economies of other countries. 


As this Letter concluded last month, the As- 
sembly also recognized that the continuing 
migration of people out of agriculture is a neces- 
sary and desirable part of its long-term adjust- 
ment process. 


This redistribution of population reflects the 
sharp rise in output per farm worker, particu- 
larly since prewar, and, as Dr. L. C. Cunning- 
ham, professor of agricultural economics at Cor- 
nell University recently put it, is “part of the 
hard-hearted free enterprise system that made 
garage mechanics out of blacksmiths and brought 
about similar shifts.” This country could never 
have grown as it has but for such shifts from 
older to newer lines of endeavor, and for the 
further release of manpower afforded by the 
constant technological advances in both agri- 
culture and industry. 


The “Despotic Inroads” 


On May 8 Congressman Wilbur D. Mills of 
Arkansas announced that a newly-formed sub- 
committee of the Congressional Joint Economic 
Committee is launching a study to “explore a 
wide range of tax issues” and “outline a tax 
policy designed to meet our growth require- 
ments in the coming years.” The values in such 
a study, pursued in a fair-minded spirit, could 
be very great. There is hardly —s that 
surpasses tax policy in economic, political, and 
social importance. As Arthur F. Burns, Chair- 
man of the President's Council of Economic 
Advisers, stated in an interview with the U. S. 
News & World Report a month ago: “I don't 
know of a surer way of killing off the incentive to 
invest than by imposing taxes which are regarded 
by people as punitive.” Imbalances and excesses 
in tax load can generate inflation, choke enter- 
prise, spread corruption, and destroy personal 
liberties. 

The problem is to rescue the tax question from 
narrow and short-sighted political considera- 
tions, from glib catch-words of “ability-to-pay”, 
“trickle-down”, and “percolate up”. Although 
taxes can involve hardships in personal finance, 
and make legitimate tax avoidance essential to 
survival in business, people never pay taxes be- 
yond their ability. The “trickling” and “perco- 
lating” phrases, whatever they may be intended 
to mean, neglect the fundamental fact that 
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prosperity demands hard working effort through 
all ranks of the economy. 

The prospects for cool detachment in the new 
Congressional study seem something less than 
good. The New York Times of May 9 reported 
that the study was being launched by Congres- 
sional Democrats “to give them an early stock- 
pile of heavy ammunition for a probable elec- 
tion-year battle over tax reduction.” If the 
debate over the defeated “$20 bill” offers any 
criterion, the effort will be made to concentrate 
relief among people whose incomes are mainly 
exempt from tax anyhow, and to criticize the 
Revenue Act of 1954 as a “rich man’s” tax bill, 
apparently because it did not exclude the heav- 
iest taxpayers from benefits. 

It is a tragedy in any country when a major 
political party poses as the sole friend of the 
poor, opens class warfare, and forgets the de- 
pendence of everyone and everything on the 
effective functioning of the economic system. 


The Problem 


The problem is to get tax legislation that, 
far from intensifying discriminations, will hon- 
estly recognize and relieve the discriminations 
and distortions in the present structure. Such 
action will benefit disproportionately people who 
are better off than the average only because 
they have been so victimized by tax legislation 
of the past; it will also induce such people to 
consider more favorably risk-taking investments 
that make new jobs and products and build the 
public revenues for everyone’s benefit; it will, 
moreover, bolster the desire of people, includ- 
ing the oncoming generation, to visualize oppor- 
tunity and work harder to get ahead in life. 


The Congress is already on notice that the 
fault of the personal income tax structure is not 
that too many people get taxed but that the tax 
base is dangerously narrowing. 

Professor Harold M. Groves of the University 
of Wisconsin told the Congressional Joint Eco- 
nomic Committee in January: 

As for an increase in personal income-tax exemptions, 
it is always tempting and popular. But it would con- 
stitute a step very hard to reverse and I doubt that a 
trend toward prewar tax exemptions would make for the 
improvement of our long-run tax system. Experience 
shows that a high-powered revenue system must be 
broadly based; if we don’t use the income tax for this 
objective, we will use taxes regressive and less rational 
in distribution. 

Professor Walter W. Heller of the University 
of Minnesota cited as one of the major short- 
comings of federal budgetary and tax policy 
today “the lack of any attempt to stem or re- 
verse the tide of tax concessions which, in com- 


bination with excessive top-bracket rates, have 
seriously distorted our income tax structure.” He 
quoted the comment of Professor Paul Strayer 
of Princeton that “a truly effective income tax 
with more modest pretensions is worth more 
than one riddled and weakened for political 


reasons.” 


In a speech before the Economic Club of New 
York in 1946, Mr. H. W. Prentis, Jr., then presi- 
dent of the Armstrong Cork Company, presented 
calculations to illustrate how the tax system 
strikes at the roots of personal incentive and 
threatens the development of small business. 
His analysis has a particular relevance in this 
day when the merger movement attracts so 
much public discussion: 

. . . One of the finest instincts of a normal man is 
his desire to provide for the future security of himself 
and his family. Hence, the present tax laws, which strike 
at the very roots of personal incentive, should rightly 
be a matter of deep concern to every thoughtful 
American. 

People generally do not realize what has been done 
to them in the past ten years. With income and estate 
taxes and interest rates at their present levels, it is virtu- 
ally impossible . . . for a young man starting at scratch 
to accumulate a competency for his old age and that of 
his family after he is gone. The present personal income 
taxes, corporate taxes, the capital gains tax and the 
ever-present threat of taxes on accumulated surplus com- 
bine to encourage the integration of existing, closely-held 
“family” enterprises with larger corporations, and simul- 
taneously make the development of similar small busi- 
nesses in the future a well-nigh insurmountable task. 

So all that even an exceptionally able man with no 
inherited capital behind him can look forward to in 
America tomorrow is perhaps a little more than the pit- 
tance provided by the Federal Old Age Pension System. 

We should never forget that, while the welfare of the 
so-called common man is of vital importance, it is only 
through the initiative and ingenuity of the uncommonly 
individual that the general well-being can be 

er advanced. 


The Party Line 


It is a striking fact that non-communist coun- 
tries so widely tolerate the “heavy progressive 
or graduated income tax” that Kar] Marx in the 
Communist Manifesto suggested as a means of 
making “despotic inroads on the rights of prop- 
erty, and on the conditions of bourgeoisie pro- 
duction.” The doctrine has been persuasively 
pushed and accepted under the ingratiating label 
of ability to pay. 

The essential pen of the ability-to-pay 
principle is served by a flat percentage rate of 
tax. But ability-to-pay is also used to justify, 
mainly under the personal income tax, exemp- 
tions and progressions of rate. This has gone 
so far that, laying state and city income taxes 
on top of the federal levy, we seem to be saying 
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that personal income after some point is not 
personal income at all but State income. The 
disproportionate way present federal law taxes 
income is illustrated in the following table: 


Federal Income Tax as Percentage of Income 
Single Person Without Dependents 


Net Tax as % Tax on Increase 
Income* Tax of Income of Income 
$ 600 0 0.0% 20% 

1,000 80 8.0 20 
2,500 380 15.2 20 
5,000 944 18.9 26 
10,000 2,436 24.4 34 
25,000 9,796 39.2 59 
50,000 26,388 52.8 712 
100,000 66,798 66.8 87 
250,000 201,774 80.7 91 
500,000 429,274 85.9 91 
1,000,000 869,478 87.0f 87 





“Before personal exemptions but after allowable deductions. 
tCeiling rate of tax. 


In a challenging and penetrating analysis pub- 
lished two years ago, “The Uneasy Case for Pro- 
gressive Taxation”, Walter J. Blum and Harry 
Kalven, Jr., of the University of Chicago rejected 
the ability-to-pay principle as a guide to pro- 
gressive taxation; it does not tell where, short of 
an absolute levelling of income after tax, it 
should stop. It is disturbing that so many people, 
guided perhaps by emotions rather than careful 
analysis of consequences, approve using taxes 
to reduce economic inequalities without being 
willing to face up to the fact that they are in 
effect favoring radical changes — toward social- 
ism and state control —in the fundamental in- 
stitutions of the country: 

The case for progression, after a long critical look, 
thus turns out to be stubborn but uneasy. The most dis- 
tinctive and technical arguments advanced in its behalf 
are the weakest. It is hard to gain much comfort from the 
special arguments, however intricate their formulations, 
constructed on notions of benefit, sacrifice, ability to pay, 
or economic stability. The case has stronger appeal when 
progressive taxation is viewed as a means of reducing 
economic inequalities. But the case for more economic 
equality, when examined directly, is itself perplexing. 
And the perplexity is greatly magnified for those who 
in the quest for greater equality are unwilling to argue 
for radical changes in the fundamental institutions of 
the society. 

As Frank E. Holman, then President of the 
American Bar Association, stated six years ago: 
“Taxation, instead of being for the cost and ex- 
pense of government, is now employed as a so- 
cial instrumentality for the taking of one man’s 
substance and dividing it among others for pro- 
moting some social or economic ideology.” 


Revenue-Raising Value of Progression 

The progression of rates, as a matter of bare 
statistics, produces comparatively limited rev- 
enue. The National Association of Manufac- 
turers, in a pamphlet “A Tax Program for Eco- 
nomic Growth”, published in January, calculates 
that levelling out the tax at 20 per cent would 


give up no more than about $4% billion of an- 
nual revenues — equivalent to less than one-sixth 
of the total personal income tax take. The NAM 
does not recommend this course but does urge, 
as a five-year goal, moderating the progression of 
rates to a maximum of 85 per cent. In discuss- 
ing the proposal Fred Maytag II, Chairman of 
the Taxation Committee of the NAM, stated: 

We are convinced that achievement of our plan would 
have such a buoyant effect on the economy, and so 
strengthen the revenue base, that over the years there 
would be more, rather than less, opportunity for reduc- 
tion in this twenty per cent base rate. ... 


We have a long way to go. 


Hopefully, I say to you, the way can be shortened. It 
can be shortened if the leaders of both our great politi- 
cal parties decide there is more to be lost for the nation, 
which they all love and serve, than there is to be gained 
for the respective parties, by continuing the culieets 
over high and discriminatory income tax rates. 

The NAM also recommended letting the 52 
per cent corporation income tax rate drop to 47 
per cent, as it is scheduled to do next April 1, 
and, over five years, to 35 per cent. The Com- 
mittee for Economic Development, in a report 
issued a month ago, also favored a lower cor- 
porate rate. On personal income taxes, the CED 
report stated: 

Rates should be reduced in all brackets, but a rela- 
tively greater reduction should be made in those upper 
bracket rates that are seriously interfering with incentives 
to take risks and to work and with the supply and mo- 
bility of investment funds. 


Taxes and Prosperity 


Though it was only a few short months ago 
that advocates of over-full employment were 
urging increased personal income tax exemptions 
and higher government spending to prop up 
the economy, the presently prospering state of 
business seems to deny that there can be any- 
thing seriously wrong with the tax system. To 
be sure, the 1954 rate reductions, and hopes 
for additional reductions in 1956, are vital ele- 
ments in current business optimism. But, be- 
yond that, it is probably true, if the British ex- 
perience is any guide, that the withering effects 
of excessive tax rates may take a long time to 
show themselves. 

In the interview cited earlier Arthur F. Burns 
noted: 

One of the very good things about our society is the 
stability of our habits. Many —_ are accustomed to 

ess 


working hard. Some will work if taxes rise, but many 
or most people will work just as hard as before. They 


may undergo a great deal of tax punishment or regu- 
issiig punishment before they vont their habits. 


Another aspect of the matter — and one that 
also helps to explain the relative unproductive- 
ness of the rate progression — is the fact that the 
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Congress has been mitigating the severity of the 
personal income tax by a miscellany of devices. 
Professor Groves reported during the hearings 
last January that “the impression is widely 
shared that the Congress deliberately throws a 
high rate schedule to the public as a demagogic 
bone and then as deliberately allows escapes 
from taxes that make these rates specious.” As 
Professor Roy Blough of Columbia pointed out 
in his book on The Federal Taxing Process, pub- 
lished in 1952: 

The result is somewhat misinforming in that the pub- 
lic is given to believe that the tax system has a degree 
of progressivity that in actuality it lacks. Moreover, 
serious discriminations result, since only certain fortun- 
ately situated persons and businesses are able to use 
the escape routes. The enlargement of lobbying pressure 
to achieve larger loopholes is encouraged. Deterioration 
of the tax system is likely to spread, as more persons 
and businesses seek opportunities to avoid the high rates. 

That the health of the postwar private econ- 
omy leaves something to be desired is indicated 
by our inability, despite the height of taxes, to 
generate enough revenues to cover government 
outlays. The rapidity of debt formation raises 
the same question. 


The “Fourth Dimension’”’ 


One thing on which all economists agree is 
that tax relief is a means of bolstering buying 
power. From this arithmetic standpoint, the 
more usual emphasis is on easing taxes on the 
masses of small taxpayers who, it is assumed, 
may spend dollar for dollar what they get back 
in tax relief. In much economic literature the 
idea has been expressed or implied that people 
who have bigger incomes need high taxes to 
deprive them of opportunity to hoar 

As The Economist of London observed in a 
discussion of the new British budget on April 
283: “strict economic reasoning, especially of the 
fashionable arithmetical kind finds little place 
in its system of notation for the fourth dimen- 
sion of economics, for the degree of confidence, 
of buoyancy, of incentive and initiative, in the 
economy”. These factors, taken into account in 
Mr. Butler’s tax policies, have been indispens- 
able to the reinvigoration of the British economy 
in the late years of retreat from socialism. 


Indeed, Congressman Mills’ subcommittee 
might with profit undertake a comparative ex- 
amination of tax structures and trends abroad. 
It is safe to anticipate that they would find few 
nations that rely as heavily as the United States 
on income taxes and as little on sales or excise 
taxes. They might find no parallels for the height 
of taxation on corporate income: the standard 
American 52 per cent rate, for example, com- 


pares with 45 per cent in the United Kingdom, 
45 per cent in Canada, 48% per cent in Ger- 
many, and 35 per cent in Australia. Corporate 
income distributed in dividends sometimes is 
taxed at differentially higher rates than these, 
but the shareholder receives substantial credit, 
against his personal income tax liability, for 
taxes paid by the corporation. 

The United Kingdom and Canada, among other 
countries, g° much further in relieving double 
taxation of corporate incomes distributed in 
dividends and also forego capital gains taxation. 
No important country levies so heavily as the 
United States on capital gains and, through the 
combination of corporate and personal rates, on 
corporate income distributed in dividends. Here 
is food for thought. Can American business face 
up to foreign competition under the highest 
taxes, as well as the highest wages, in the world? 


Socialist Symbols 


Tax laws and definitions of income vary in 
every possible way from one country to the next. 
Nevertheless, the top rate under the personal 
income tax provides a challenging index for 
study. These rates, running beyond 50, 75 and 
even 90 per cent, made their first appearance as 
wartime expedients. Their application and per- 
petuation in peace-time have little realistic pur- 
pose of gathering revenues. Rather they stand 
as red flags of socialist conquest, warning that 
rare talents and energies should be unrewarded. 

The top rates apply to very few people. Nev- 
ertheless they reflect the progressiveness of the 
income tax and the mounting severity of tax as 
capable, ambitious and industrious people at- 
tempt to advance themselves on the economic 
ladder. Unfortunately no statistics record the 
number of people unwilling to mony these 
exactions, or the loss to the economy from the 
frustration of their ambition. 

The chart records the movements of the top 
rate of personal income tax since 1900 for the 
United Kingdom, since 1913 for the United 
States, and since 1917 for Canada. 

The British income tax was instituted in 
1842 but did not embrace progressive rates un- 
til 1909. The United States and Canadian taxes 
have been progressive from their beginnings in 
1918 and 1917. The absolute zenith on British 
taxes was reached in 1947 when, for one year 
only, income above the equivalent of $60,000 a 
year was taxed at a rate of 147% per cent. This 
measure, described by The Economist as an act 
of “fiscal lunacy”, applied only to investment 
income and was of the nature of an outright 
appropriation of private capital. Rigid exchange 
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controls prevented Britishers from getting their 
capital away from such an unattractive tax en- 
vironment. 


The regular top rate of 97% per cent, adopted 
in the first year of World War II, was kept in 
force until 1953. Few people in the early post- 
war years entertained any hopes that these 
highest rates would ever come down -—or, for 
that matter—that the British economy could 
survive in a competitive world. In 1953 the rate 
was dropped to 95 per cent, this year to 92% 
per cent. The re-energizing of the British econ- 
omy, which rewarded the efforts of the Con- 
servative Government to give individual enter- 
prise a chance, through tax reliefs and the free- 
ing of markets, has amazed everyone. The Brit- 
ish election on May 26 gave a broad endorse- 
ment to these lines of policy. 


U.S. Top Rate Movements 


In the United States the top rate, reduced to 
25 per cent during the prosperous “Twenties, 
was moved up to 81 per cent during the depres- 
sion under such varied influences as desires to 
cover inflated government outlays and to de- 
prive wealthy people of their ability to save. The 
World War II peak rate, 94 per cent, was in 
force for two years, 1944-45. Under the Revenue 
Acts of 1945 and 1948 the rate retreated to 82.175 
per cent. The Korean-War brought successive 
advances to 92 per cent. The 1954 cuts left a 
tax on taxable income beyond $200,000 of 91 
per cent. (The total tax can run up to a limit of 
87 per cent of taxable income.) 

In Canada income tax rates have fluctuated 
more widely than in the United States or the 
United Kingdom. A 20 per cent surcharge on 


income taxes unintentionally created a top rate 
of 100.8 per cent in 1951 but this was a result 
of hasty draftsmanship and was corrected be- 
fore it could take full effect. (The United States 
narrowly escaped imposing a 102.4 per cent rate 
in developing the Revenue Act of 1951). The top 
Canadian rate was 98 per cent in 1942-44. It 
was successively lowered to 84 per cent by 1948, 
raised to 95.4 per cent in 1952, and cut to 87 
per cent in 1953, 84 per cent in 1954, 83 per cent 
in 1955, and 82 per cent scheduled for 1956. 

Thus both Canada and the United Kingdom 
have moved farther than the United States away 
from the extremities of personal income taxation 
enforced during the World War II and Korean 
War emergencies. Australia is even a more 
striking example, moving from a top rate of 92% 
per cent all the way down to 66 2/3 per cent. 
Germany has set up a top rate of 67.2 per cent. 
(The limit on total tax in Germany is 55 per cent.) 

Why have other nations backtracked from the 
extremes of progressive taxation? Many influ- 
ences have come into play: revolt from the regi- 
mentations of socialism, desire to stimulate 
private enterprise and capital formation, and 
recognition that exorbitant taxation is destruc- 
tive not only of the spirit of enterprise and of 
the morale of a people but also of the revenues. 

The Congress, considering tax policies to en- 
courage economic growth, will have to face the 
issue whether to widen exemptions from tax 
or, courageously, as other nations have done 
and are doing, tackle the distortions and disin- 
centives in the income tax structure. We can 
hardly expect to keep a dynamically expanding 
private enterprise system under a tax system 
dedicated to socialist principles. 
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